40 Helena Avenue
Helena, MT 39601

Attorney tor Securnines Department

BEFORE THE STATE AUDITOR AND THE COMMISSIONER OF SECURITIES,
HELENA, MONTANA

™
.

CASE NO.:08-59-03-148-1
SUMMIT BROKERAGE SERVICES, INC.
980 N. Federal Highway
Boca Raton, FL  33432;

NOT 1& OF PROPOSED AGENCY
DISCIPLINARY ACTION AND
OPPORTUNITY FOR HEARING
GREGG LORENZO, individually and in
his capacity as a broker-dealer salesperson,
MICHAEL STANTON, individually and in
his capacity as a Summit branch manager,
ARNOLD ROSEMAN, individuallv and in
his capacity as CCO for Summit,
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of the Secunties Department (Department) of the office of the State Auditor

as Commissioner of Securities of tae state of Montana (Commuissicner), pursuant to the authoriry
of 1he Securnties Act of Montana, Section 30-10-101, et sea , Montana Code Annotated (2003)
(MCA), is propesing w the Commissioner that he take specific action against Summit

- o ¥

Brokerage Services, Inc. ("Summit”™), having its principle place of business at 980 N Federal

Highwayv, Boca Raton, Florida, and Gregg Lorenzo (“Lorenzo’”), Michael Stanton ("Stanton™)
and Amold Roseman ("Roseman '), as identifle ove for violations of the Montana Securites
act and the Montana Insurance Coce. The Commissioner has authority to take such acton under
tne provisions of Sections 30-10- 30-10-107, 30-190-201, 30-10-301, 30-10-304, 30-10-30%,
30-17-309. and 30-10-321. MCA
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In particuler, the Department’s staff recornmend specific action against Swnmit, Lorenzo,
Stanton, and Roseman, including imposition of appropriate fines, appropriate rastituticn with

n

interest, and revocation or suspension of thewr respect:ve registrations pursuant to the provisions
of the Monrana Secunities Act.

Service of process 1s pursuant to § 30-10-107 (8), MCA.

There 1s probable cause to believe that the following facts, 1f true, jusufy and support
such specific action

ALLEGATIONS

1. Summit Brokerage Services. e, ("Summit™) is a Montana registered broker-

dealer firm domiciled in Boca Raton, Floraa

oo |
g
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Gre orenzo (“Lorenzo™) has been registered as a broker-dealer salesperson

nc

representing Sumumit since September 17, 2003, Lorenzo is employed by Swmmit at 1ts Siaten

Iy

New York branch otfice

3 Michael Stanton (“Stanton™) is not registered in Montana in the securities

Industry. Stanton 1s the branch manager for Summrt’'s Staten Island, New York branch office

TS

Arnold Roseman (“Roseman’™) 1s not registerad in Montana in the securities
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T apour June 20, 2007 a complanznt hand-deliversd & writien complamnt 10

th Lorenze caused damages 10 a jomnt investment account the complamant

and complalnant’s spouss (“Complamarns”) had with Summit. During the complamant’s visit
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with the Department, complatnant indicated Complainants had filed a written complamt with
Summnmit on or about December §, 2004 and that Summit had failed to resolve the matter.
6. The Department investigated the Complainants’ zllegations using standardized

mvestugation methods, including a letter to Summit requesting certain documents and written

statements from Summit and Lorenzo regarding the Complainants’ allegations.

7. Summuit failed to timely respond to the Department’s written request and the
Department was required to follow-up the request with a conference call between Summit’s

CCO, Amold Roseman, and the Deparument’s legal counsel, Roberta Cross Guns. Subsequently,

J

-

on or about August 2, 20035, Summit complied with the Department’s investigation requests.

Based on the findings of the Department’s investization, Complainants opened an

(o8]

investment account with Summit on Qctober 1, 2003, On new account form thev
disclose an annual income of between $30,000 - $95,000; hiquid assets between $200,000 -
$492,899 and a net worth between $500.000 - $999.999. They indicate Investment experience of
L0 vears in stocks/bonds and disclose personal experience rading with E*Trade.

S. The

completed 2 “Customer Suitability Statement” which venfled
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the above information found on their new account form, disclosed investment objectives of #1 ~

growth (long-term capital appreciation) and #2 — safety of principal/growth (protection of

investrment plus growth.) The Complainants disclosed that their investment experience involved
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a low trading frequency with the average dollar amount of 2 trade between S20,0( 20 - 100,
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Stanton sizned the Complainants’ “Customer Suitability Statement” as the Prancipal of the Firm.
i, Omn or about Qeteper 30, 2003, Summit required the Complalnanis 1o s1ge a2
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companies that have less than $2 million In net tangible assets and are not isted or on a
NASDAQ or nanonal securities exchange located 1n the United States.” This was the only
“Agresment to Purchase” Surmnmit required the Complainants to sign.

11 The Department's review of the Complainants’ account statements, Including

" 1

confirmations, indicates the Complainants deposited $413,604 into their account at Summi?

he pertod October 2003 through December 2003.

L2 Duning the fourteen (14) month period between October 2003 and January 2005
there were fiftv-three (53) transactions in the Complainants® account. Fifty (50) of these trades
were solicited, in twelve (12) different securities. The net retwmn on investment in these twelve
(12) securlties was a loss of to the Complainants of $189,728 91.

[3. During the fourteen (14) month period from October 2003 to January 2003, the

paid margin loan mterest of $681.87. During this same fourteen (14) month

4, During the fourteen (14) month period from October 2003 to January 2003, the
Complainants eamed a total of $5.38 in dividends and interest from their mvestments with

C oy w1
Sl L.

15 In 2004 thers wers a wchases in the Complainants” (nvesiment account

ith Summnt totaling $1,013,097 whale the average account equity for the vear was $168,7
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esulting in a tumover rate, using the “Looper” method of total annual purchases divided by
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average annual squity, of 6.0 A& turnover rate of 6.0 means the account's average equily was
surchased and sold six times dunng the vear.

§¢ Addinonallv. during toe same fourtesn (14) month period, Lorenzo and

i -';-.f:\ i ‘waw. 97 mnants ¢
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{(“CEMR™) 0f 40.1% in 2004, meaning the account had to eamn a rate of return of at least 40.1 L%
to have the cost of the account egual the ncome. In other words, the "cosvequity maintenance

" determines what the rate of retum would have 10 be in an account to overcore the cost of
maintaining that account  See Frederick C. Heller, 51 S.E.C. at 276. According to the SEC,
trading practices requinng an account to appreciate In excess of 16% in order 1o have the cost of
the account equal the income constitutes excessive rading. According to PIABA', 2 CEMR of

nt account indicaces there is a possibility of chuming; a CEMR of 8%

f 12% constitutes excessive trading,
(12) securiuies offered and sold to the

Complatnants by Lorenzo indicates Summit acted as principal in ten (10) of the securities. When

a broker-dealer fimm acts as prnciple, it is likely any trades 1n these securities resulted in a higher
than average commission
18, he Department’s review of the twelve securities offered and sold to the

Complainants by Lersnzo indicates the securiiles recommended by Lorenzo had little financial
track record upon which to rely. A necessary component of any trading in accounts
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with the investment prority of orowth is that the securiiles must have a radlng mstory that
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indicates stability and longevity.

10. Farh afrhe twvelve zocurmisies | orern7o
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PTIABA, Public Investors Arbitration Bar Asscciation, wnose mission is o promcie

of the public investor in securities and commodi Les arbitration by protecting pubiic

from abuses In the arbilraton process, such as those assccialsg with document proCuction anc

; making securities 2nd commedities arbitration zs just enc fair as systematicaily

nd creat g a level playing fiela for the :_'tll(' nvestor In securities ana commodities
Cou no zroitratacs oftzn rzfy wpon PLASA axpertise in cases nvolving excassive
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these securities were considered low-priced securtties, in that the tracing value was less
than $3.00. All of these ndicators are contrary to the investment objectives indicated by the
Complaiants on ther new account form with Summit.

2

20. The Department’s review of Summit’s exception report identified as a “‘Markup

vs Agency’ report, a report which identifies “exceptions” with regard to potentlally |

comumission rates, indicates the Complainants’ account appeared on this report dunng the

L

relevant time period not less than fifteen (15) times, often appearing on the report multiple times
1 ONe IMONtA.
21, Commissions totaling an aggregate of $49,667 .94 were charged for these fifteen

ave been reviewed and nitialed by

7

trades. In each cass, the “markup vs agency” review sheets

Summil management.
22 Summit also generates another exception report daily entitled “Stock Reporr of

Trades of S53.00 and Under.” Ot the fifiy- i the Complatnants” account, forty-

is inconsistent with the investment objectives incicared

py the Complainants’ on their new account form with Summuir.
23, Two of the three “unsolicited” wades executed in the Complainanis’ account were

- '\rlk

lunications, both trades being executed on October 21, 2003, A

[rades of $3.00 and Under” sxcepiion reports for the two month
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various othe
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(lv disparate arzas, indicaung ag act, practice and cousse of business that was
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24, Wireless Age Communications (Symbol WLSA), is listed on the OTC Bulletin

Board., Securities listed on the OTC Bulletin Board are not exempt from registration pursuant to

§30-10-105 as either an 1solated wransacton or an “unsohcited”. Furthermore, there are no other

exemprions available to this security pursuant to the Montana Secunitizs Acl. A review of the

Iy

ites Wireless Age Communications has not registered by

notification, coordination or qualification with the Depariment and is, therefore, not properly

it generates a margin exception report which identifies customers with a
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margin debit greater than $10,000. The Complainants appearsd on this margin exception repor:

e

on January 1, 2004 with an equity percentage of 35% relative to their margin loan, and again on

-~

January 31, 2004 with an equity percentage of 44%.
26. Summit generates a daily exception report which 1dentifies accounts with over

1

$23,000 in stock purchases. The Complainants’ account appeared on this daily report on
eighteen {18) occasions
27. The Department’s review of the trading activity 1z the Complainants’ account

indicates Stanton was or should have been aware that the Complainants mvested nearly their

entire liquid net worth, 8413,604, (as evidenced on their new account form and suitability form})

was or should have been aware that nearly ali of the rading in

the Complalgants’ 2ccount was in highly speculative, nsky investnents that wers cesmed low-

cuves 1denuiied by the

) of the irades were marked

TLe
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because Lorenzo had a substannial number of other clients in geographically disparate locations

g

buying the same secunty during the same period.

28, Addinonally, Stanton knew or should have known that the Complainants used
margin Joans, often times m excess of ($200,000) 1o leverage their account for the risky trading
sirategyv.

29. A review of the CRD indicates the Complanants’ allegation letter dated
December §, 2004 to Summniit 1s not reflected on Lorenzo's disciplinary disclosurzs history.

Roseman, the Chuef Compliance Officer of Surnmut, told the Deparument in his August 2. 2005

L

response that the firm's fajlure to update Lorenzo’s Form U-4 was “an madvertent oversight ~
As of the date of this Notice of Disciplinary Action, the Complainants’ allegation letier sent to

Surnmit 15 still not reported on the CRD.
Based on the foregoing allegations, the Department submits the following:

CONCIUSIONS OF LAW

. =

l The State Auditor is the Commissioner of

Securities (Commissioner) purstant to

mistraton of the Securities Act of Montana, MCA § 30-10-101 et seq., is

. MCA § 30-10-107.

3 The Securities Act of 1 a shall be construed o protect mMvesiors, persons
angaged in securities transactions, and the public interest. MCA § 30-10-102 .
‘ Lorenzo is registered as a securities salespersen m Montana pursuant o §30-10-

i Page 3
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Lorenzo violated § 50-10-301 (1) (b), MC.A, by nusrepresenting the material facts

n

regaraing the securitiss ransactions he made for the Complainants’ i their Summit account,
including, but not limited to:
a. The transactions were 11 stocks that were risky, contrary to the
Complainants’ stated mvestment objectives;
0. The rading sirategv was excessive in nature and could result in high costs

to the Complainanis’; and

c, The tnie size and extent of the margin loan against the Complainants’
account.
6 Lorenzo violated § 30-10-301 (1) (c). MCA by engaging in an act, practice, and

J

ud on the Complainants” when he performed the following

a. Traded fifty-three (33) stocks that were not suiteble for the Complainants’

based on theiwr stated wnvesument objectives;

Crearsd a margin loan in the Complamants’ account that wag excessive;

: o

oy

c. Traded excessively in the Complainanis’ account based on their staied
investmaent objectives and the other relevant information revealed in their

new account form with Summir;

C. s 10 cause the unsuitable and excessive trading
apd
e Charged -excessive commissions © be charged against the Complamants’
accouzt
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7 Stanten violated § 30-10-301 (1) (b), MCA by providing substantial assistance 10
Lorenzo so that Lorenzo was able 1o violate § 30-10-301, MCA, pursuant to §30-10-321, MCA.
8 Stanton violated § 30-10-301 (1) {c), MCA by providing substantial assistance o
Lorenzo so that Lorenzo was able to violate § 30-10-301, MC4,| pursuant to §30-10-321, MCA
9. Roseman viclated § 30-10-301 (1) (b), MCA by providing substanuaj assistance

to Lorenzo so that Lorenzo was able to violate § 30-10-301, MCA, pursuant to §30-10-32

MCA

9. Roseman violated § 30-10-301 (1) (¢), MCA by providing substantial assistance
to Lorenzo so that Lorenzo was able to violate § 30-10-301, MCA, pursuant to §30-10-321,

16

:t to §30-10-201,

MCA.

1) Sumrmit violated § 30-10-201 (13) (k), MCA, by failing to reasonably supervise

-

12. Summit violataé § 30-10-201 (13) (1), MCA by failing to timelv respond to the

Depariment’s request for information pursuant to its mvestigation of the Complainants’

allegatons

[}
/1

umrmit violated § 30-10-201 (13) (1), MCA by failing to report the

N

SD’s CRD

1L Lorenzo viglated § 30-10-201 113) (2), MCA and ARM $ 6.10.126 {2) (D). when
he recommended curities on at least fifty (30) occasions with
Lttle or no historical fnarcial res track record 1o the Compiainants'. conizary o their
‘nvestment ¢ th 'and safetv of pripcipal
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(), MCA, and ARM § 6.10 126 (2) (f), when

15. Lorenzo violated § 30-10-201
he mduced trading in the Complainants’ account which was excessive in size or frequency in

SOUTCEsS an
16.  Lorenzo violated § 30-10-201 (13) (g), MCA, and ARM §
rading in the Complainants’ account which cost them in

(15) month period.

02, MCA, by sell

1stered securities (o

INreg

i.ll'r

Lorenzo violared §30-1

17,
£ un

1-2

‘omplainants.
1t violated §30-10-20

securities to Complainants.

PUBLICINTEREST
1s m the public

set forth above, 1t 1

of the r2asons

5, Stanton, and Roseman from
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2 Imvestorns to:
desist order barring Suramit, Los
Laorernzo and
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1. e
! : of the Act;
‘or Responde

licenses for

P
g but not Lmated to money market
funds, trading acccunts, retirement accounts, commissions and proiit sharing plans
= Order Summit, Lorenzo, Stanton, and Roseman to pay adminisiralive fines in an
[2TTS ond ported by the evicdence and

ATCOLNT 21
1ed at Deamny of fus rpaner,

determin
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Order Summit, Lorenzo, Stanton, and Roseman to pay restitution to the
Complainants, including the statutory 10% interest from the date of the wrong-doing;
and

Take such other actions which may be 1 the public interest and necessary and

appropriate for the protection of Montana investors.

RELIEF SOUGHT

iy s e @ — - . R -
SCROTIOENLS Snrr‘.’n [, 2lanion, and Xeseman 2 pay nnes net o exteed 32,

for each identifiable violation of §30-10-321, MCA
Order Respondents Summit, Stanton, and Roseman to pay fines not to exceed $5,000

-~

for zach 1dentifiable violation of § 30-10-201 (13) k), MCA, pursuant to § 30-10-303

Jrder Respondent Summit to pay fines not to exceed $5,000 for each idennfiable

Order Respondent Loranzo 10 pay fines not to exce
violation of §30-10-301 (1) (b), MCA.

o to pay fines not to exceed 35,000 for each identifiable

)0 ror sach identifable




9. Order Respondents to pay resutuaon to the Complainants, including the statutory

10% 1nterest from the date of the wrong-doing;

10. Order revocation of Respondent Lorenzo’s and Respondent Summit’s registration and

licenses in Montana; and
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11. Any other such relief allowed by law or required by

STATEMENT OF RIGHTS

You are entitled to a hearing to respord to this notice, present evidence and argumenss on
all 1ssues involved in this case. You have a nght to be represented by an attorney at any and al:

1]

stages of this proceeding. You may demand a formal hearing befere a hearing examiner
appointed by the Commissioner pursuant to the Mo a Administrative Procedure Act, sections

2-4-601, MCA, and following, including Secuon 2-4-631, MCA. If you demand a hearing, vou

ven notice of the tme, place and the nature of the hearing

It vou want to contest the proposed action under the junisdiction of the Commissiones,

vou must advise the Commissioner within fifteen (13) days of the cat2 vou recewve thiss

Avenue, Helena, Montana 33601, Your letter must clearlv mndicate whether you demand a

if so, what informal proceeding

N . : =
of the parties, pursuant to § 33-1-701 (2), MCA
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Should you request a heanng, you have the nght to be accompanied, represented, and

advised by counsel. If the counsel you choose has not been admitted to practice law in the state

of Montans, he or she must comply with the requirements of Application of American Smelling

and Refining Co.. (1973}, 164 Mont. 139, 520 P.2d 103,

CONTACT WITH SECURITTES COMMISSIONER'S OFFICE

If you have questions or wish to discuss this matter, please contact Roberta Cross Guns,

legal counsel for the State Auditor, at 840 Helena Avenue, Helena, MT, 55601, (406)-444-

or, within Montana, (800)-332-6148. If an attorney represents you, please make any contacts
POSSIBILITY OF DEFAULT
Failure to give notice or to advise of your demand for a hearing or informal procedure

within fifteen (15) days, will result in the entry of a defaunlt order imposing the disciplinary

sanctions against you and your license, without further notice to you, pursuant to 6.2.101,

Administrative Rules of Montana and the Atiomev General’s Model Rule 10, 1 3.214.

JOHN MORRISON
State Auditor and ex-officio
Commussioner of Securities and [nsurance
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